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FUNDING TERMS AND CONDITIONS
ALTERNATIVE PAYMENT PROGRAMS
Fiscal Year 2003-04

These are the Funding Terms and Conditions (FT&C) for fiscal year 2003-04. Each contractor is required, as a condition of its
contract with the California Department of Education (CDE), Child Development Division (CDD), to adhere to these FT&C,
and any other requirements incorporated into the contract, in addition to all other applicable laws and regulations. Any variance
from this contract, the FT&C, requirements, laws or regulations could be considered a noncompliance issue and subject the
contractor to possible termination of the contract.

Any change of these FT&C or requirements that are binding on the State and the contractor must be in writing, in advance, from
the CDE in the form of a formal contract amendment. Any interpretation of the FT&C or requirements must be in writing from
the CDE and signed by the director of the CDD.

Contractors may adopt any reasonable policies relating to the program that are not in conflict with law, regulations or the terms
of this contract. Those potentially affected shall be duly notified and due process, if applicable, shall be assured.

L

DEFINITIONS
As used in the FT&C:

"Actual and allowable net costs" means the costs which may be reimbursed under a particular child development contract
after disallowed costs and restricted income have been subtracted from total expenditures.

"Additional funds" means award of new contracts or expanded contracts which increase the contractor's level of
administrative responsibility. Cost of living adjustments, rate increases, one-time-only supplemental funds and Alternative
Payment program contingency funds are not considered to be "additional funds."

"Administrative costs" means costs incurred for administrative activities where neither the family, the child nor the service
providers directly benefit from the activity.

"Adult" means a person who is at least eighteen (18) years of age.
"Alternative Payment programs" means contracts designated as Alternative Payment or Child Protective Services.
Contractors operating Alternative Payment programs are not precluded from contracting for other program types as

specified in Education Code Section 8208(h).

"Approved indirect cost plan" means that the annual agency audit does not include any management findings regarding the
development or the application of the plan.

"Authorized representative" means a person who has been delegated the responsibility to sign a child in and out of a child
care program in the absence of the parent.

"Benefit to the State" means that the activity will improve knowledge or expertise in areas directly related to subsidized
child care and development services.

"Ceases operation" means the contractor does not provide subsidized services in accordance with the contractor's program
operating calendar submitted to and approved by the CDD for the applicable contract period.



"Child development fund" means the restricted fund used by the contractor to account for contract funds and related net
reimbursable program costs.

"Contract period" means the time span the contract is in effect as specified in the child development contract.

"Depreciation" means a cost in the current fiscal year that is based on acquisition costs, less any estimated residual value,
computed on a straight line method (based on the normal, estimated useful life expectancy of the asset).

"Disallowed costs" means costs which have been incurred but are not reimbursable because they are not reasonable and/or
necessary for the performance of the contract as defined below or are otherwise nonreimbursable as specified in Section
V.G below.

"Earned" means net reimbursable program costs of which at least seventy-five percent (75%) must be payments for direct
services, no more than twenty-five percent (25%) may be for support services and administrative costs together and no
more than fifteen percent (15%) may be for administrative costs alone.

"Employment agreements" means the formal hiring documents for individuals who will accrue benefits normally afforded
to contractor's staff.

"Full signature" means the legal signature of the individual (e.g., signature normally used on checks and other documents).
If the individual is not literate in written English, the individual may sign with an "X" which must be initialed by the
contractor's authorized representative.

"Indirect cost" means an expense that cannot be readily assigned to one specific program or one specific line item within a
program.

"Indirect cost allocation plan" means a written justification and rationale for assigning the relative share of indirect costs
across more than one program or contract.

"Maximum reimbursable amount" means the total dollar amount of a contract. Reimbursement from the State shall not
exceed the maximum reimbursable amount.

"Net reimbursable program costs" means the portion of the actual and allowable net costs which are incurred in the
provision of child care and development services for subsidized children.

"New contract" is a contract award to an existing contractor which is for a program type as specified in Education Code
Section 8208(h) that is different than the child development contract(s) currently administered by the applicant.

"Operating facility" means the office(s) within the service delivery area(s) providing Alternative Payment program services
to the public.

"Private contractor” means an entity other than a public agency which is tax exempt or non-tax exempt and under contract
with the CDE for the provision of child care and development services.

"Public contractor" means a school district, community college district, county superintendent of schools, campus of the
California State University or the University of California system, county, city or other public entity under contract with

the CDE for the provision of child care and development services.

"Reasonable and necessary costs" means expenditures that, in nature and amount, do not exceed what an ordinarily prudent
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II.

person would incur in the conduct of a competitive business.

“Regional Market Rate” means the current rate charged for various types of child care services as determined by a survey
of providers.

"Restricted income" means income which may only be expended for specific limited purposes.

"Service delivery area” means the community, geographic area or political subdivision in which the child care and
development services are to be provided. Services may be provided to families residing in and/or child care and
development providers located in the geographic area.

“Support services” means those services which, when combined with child care and development services, help promote
the healthy physical, mental, social and emotional growth of children and families.

"Total expenditures" means all costs for the provision of subsidized services under the contract.

"Unnecessarily increase the value" means an improvement of an operating facility beyond what is reasonable and necessary
to meet local fire and safety ordinances and/or the intended purposes of an Alternative Payment program.

"Use allowance" means an alternate method for claiming the use of the contractor's assets as a cost when depreciation
methods are not used.

GENERAL PROVISIONS
A. National Labor Relations Board/Federal Court Order

By signing this contract, the contractor swears under penalty of perjury that no more than one final unappealable
finding of contempt of court has been issued by a federal court against the contractor within the last two (2) years
because of failure to comply with a federal court order for compliance with an order of the National Labor Relations
Board (Public Contract Code Section 10296). This provision does not apply to public entities.

B.  Notification of Address Change

Contractors shall notify the CDD in writing of any change in mailing address for communication regarding the
contract (administrative address) within ten (10) calendar days of the address change. For non-public agencies, the
notification must be accompanied with (1) board minutes verifying the change in address and (2) a copy of the
notification to the Internal Revenue Service of the address change.

Contractors shall notify the CDD in writing of any proposed change in operating facility address(es) at least thirty
(30) calendar days in advance of the change unless such change is required by an emergency such as fire, flood or
earthquake.



Open Board Meetings

Private contractors, to the extent of the publicly funded program, shall comply with the Ralph M. Brown Open
Meetings Act ("Brown Act"), Government Code Sections 54950-54961. Board meetings shall be open to the public
except for meetings with its designated representatives prior to and during consultations and discussions with
representatives of employee organizations regarding the salaries, salary schedules or compensation paid in the form
of fringe benefits of employees or to consider the appointment, employment, evaluation of performance or dismissal
of an employee or to hear complaints or charges brought against an employee unless such employee requests an
open meeting. Minutes of these open meetings shall be available to the public.

Issuance and Use of Checks

Except for external payroll services, private contractors shall not use any pre-signed, pre-authorized, or pre-stamped
checks without the prior written approval of the CDD.

Private contractors shall require two (2) authorized signatures on all checks unless: (1) the contractor has a policy
approved by its governing board requiring dual signatures only on checks above a specified dollar amount and (2)
the annual audit verifies that appropriate internal controls are maintained.

Prohibition Against Loans and Advances

Contractors shall not loan contract funds to individuals, corporations, organizations, public agencies or private
agencies. Contractors shall not advance unearned salary to employees. Contractors shall not make advance
payments to subcontractors and shall compensate subcontractors after services are rendered or goods are received
except for (1) subcontractors providing direct child care and development services and (2) subcontractors with
subcontracts exempt from the provisions of Section IV.A below.

Materials Developed with Contract Funds

If the contractor receives income from materials developed with contract funds, the use of the income shall be
restricted to the child development program. If the materials were developed in part with contract funds, the income
from the sale of the materials that shall be used in the child development program shall be computed in direct
proportion to the share of contract funds used in development of the materials.

Materials developed with contract funds shall contain an acknowledgment of the use of State funds in the
development of materials and a disclaimer that the contents do not necessarily reflect the position or policy of the
CDE.

Prohibition Against Religious Instruction or Worship

The contractor shall not provide nor be reimbursed for child care and development services which include religious
instruction or worship.



K.

Payments to Providers

Contractors shall pay each provider the same rate(s) the provider charges nonsubsidized families not to exceed 1.5
standard deviations from the mean market rate established for the type of care provided as established by the most
recent "Regional Market Rate Survey of California Child Care Providers."

For providers that do not serve nonsubsidized children, the contractor shall pay a rate that is within 1.5 standard
deviations of the mean market rate for the type of care provided as established by the most recent "Regional Market
Rate Survey of California Child Care Providers."

Contracts with Multiple Service Areas

A contractor with more than one service delivery area as specified in and funded through a single contract shall
maintain service at the same level in the individual service area(s) as most recently approved.

Contractor's Termination for Convenience
1. General Termination for Convenience

A contractor may terminate the contract for any reason during the contract term. The contractor shall notify
the CDD of its intent to terminate the contract at least ninety (90) calendar days prior to the date the
contractor intends to terminate the contract.

Within fifteen (15) days from the date the contractor notifies the CDD of its intent to terminate the contract,
the contractor shall submit: (1) a current inventory of equipment purchased in whole or in part with contract
funds and (2) the names, addresses and telephone numbers of all families served by the contract and all staff
members funded by the contract. Contractors shall also submit the names, addresses and telephone numbers
of all providers of subsidized services funded by the contract.

Upon receipt of a notice of intent to terminate, the CDD will transfer the program to another agency as soon
as practicable.

The State shall only be obligated to compensate the contractor for net reimbursable program costs in
accordance with this contract through the date of termination. There shall be no other compensation to the
contractor. The State shall offset any monies the contractor owes the State against any monies the State owes
under this contract.

2. Changes in Laws or Regulations

The CDD shall notify contractors in writing of changes in laws or regulations prior to the effective date or as
soon as possible after enactment. If any laws or regulations are changed substantially during the contract
period, the contractor shall have the option to discontinue performance and be relieved of all obligations for
further performance.

The contractor has thirty (30) calendar days from receipt of notification of pending changes to notify the CDD
in writing of the contractor's intent to terminate if the required changes are unacceptable to the contractor.
The contract shall be deemed terminated sixty (60) calendar days after receipt of the notification of the intent
to terminate.

Compliance Reviews of Contractors



At least once every three (3) years and as resources permit, the CDE shall conduct reviews at the contractor's
office(s) and operating facility(ies) to determine the contractor's compliance with applicable laws, regulations or
contractual provisions.

The reviews shall be conducted by consultants, analysts and/or management staff of the CDD, CDE's Audits and
Investigations Division (A&I), and Child Development Fiscal Services (CDFS), or other State of California
representatives.

Eligibility for Funding

A contractor is not eligible for additional funds, as defined in Section I above, if the contractor has received final
notification, as specified in Section VIII.A below, that its contract has been terminated.

A contractor is not eligible for additional funds if the contractor has demonstrated fiscal and/or programmatic
noncompliance and has received final notification, as specified in Section [X.A below, that (1) its contract will be
placed on conditional status or (2) it will not be offered continued funding.

Continued Funding

Contractors have no vested right to a subsequent contract. Contractors that are not on conditional contract status but
which have evidenced fiscal or programmatic noncompliance with the provisions of this contract, law or regulations
shall receive an administrative review in accordance with Section IX.A below to determine whether they will receive
an offer for continued funding.

Contractors currently on conditional status that do not meet the requirements specified in the Conditional Status
Addendum, as specified in Section IX.C below, may not be offered a subsequent contract and shall be so notified by
the CDD at least ninety (90) calendar days prior to the end of the current contract period.

Contractors that intend to accept the offer to continue services in the subsequent contract period shall respond to a
continued funding application request from the CDD in accordance with the instructions and timelines specified in
the request. Failure to respond within the timelines specified in the continued funding application request shall
constitute notification to the CDD of the contractor's intent to discontinue services at the end of the current contract
period unless the contractor has received a written extension of the original timeline from the CDD.

Applicability of Corporations Code

Except for partnerships and sole proprietorships, private contractors shall be subject to all applicable sections of the
Corporations Code including standards of conduct and management of the organization.

Conflicts of Interest

For any transaction to which the contractor is a party and the other party is: (a) an officer or employee of the
contractor or of an organization having financial interest in the contractor; or (b) a partner or controlling stockholder
or an organization having a financial interest in the contractor; or (c) a family member of a person having a financial
interest in the contractor, the transaction(s) shall be fair and reasonable and conducted at arm's length.



Based on corporate law (Corporations Code sections 310, 5233-5234, 7233 and 9243 as applicable) the general rules
that would be followed to ensure that transactions are conducted "at arm's length" include: (1) prior to
consummating the transaction, the governing body should authorize or approve the transaction in good faith and the
board should require the interested party, or parties, to make full disclosure to the board both in writing and during
the board meeting where the transaction is being discussed and (2) all parties having a financial interest in the
transaction should refrain from voting on the transaction and it should be so noted in the board minutes.

If the transaction involves the renting of property, either land or buildings, owned by affiliated organizations,
officers or other key personnel of the contractor or their families, the board of directors shall request the interested
party to obtain a "fair market rental estimate" from an independent appraiser. If the contractor has no board or is a
sole proprietor, the requirement for a "fair market rental estimate" shall also apply. The contractor has the burden of
supporting the reasonableness of rental costs. If the property is owned by the contractor, rental costs are not
reimbursable and costs may be claimed only as depreciation or use allowance. Any transaction described in this
paragraph shall be disclosed by the auditor in the notes to the financial statement in the annual audit.

Rental costs for equipment owned by affiliated organizations, officers or other key personnel of the contractor or
their families are allowable only as use or depreciation allowance.

Americans with Disabilities Act

By signing this contract, the contractor assures the CDE that it shall comply with the Americans with Disabilities
Act (ADA) of 1990 (42 U.S.C. 12101 et seq.) as well as all applicable federal and state laws and regulations,
guidelines and interpretations issued thereto.

Air or Water Pollution Violations (Government Code Section 4477)

By signing this agreement, the contractor swears under penalty of perjury that the contractor is not: (1) in violation
of any order or resolution not subject to review promulgated by the state Air Resources Board or an air pollution
control district; (2) subject to a cease and desist order not subject to review issued pursuant to Section 13301 of the
Water Code for violation of waste discharge requirements or discharge prohibitions; or (3) finally determined to be
in violation of provisions of federal law relating to air or water pollution. This provision does not apply to public
agencies.

Recycled Paper Certification (Public Contract Code Section 10308.5/10354)

The contractor agrees to certify in writing to the CDE, under penalty of perjury, the minimum, if not exact,
percentage of recycled content, both postconsumer material and secondary material as defined in Public Contract
Code Sections 12161 and 12200, in materials, goods or supplies offered or products used in the performance of the
contract, regardless of whether the product meets the required recycled product percentage as defined in Sections
12161 and 12200. The contractor may certify that the product contains zero recycled content.



Child Support Compliance (Public Contract Code Section 7110)

By signing this agreement, the contractor acknowledges that (a) it recognizes the importance of child and family
support obligations and shall fully comply with all applicable state and federal laws relating to child and family
support enforcement including, but not limited to, disclosure of information and compliance with earnings
assignment orders as provided in Chapter 8 (commencing with Section 5200) of part 5 of Division 9 of the Family
Code; and (b) to the best of its knowledge it is fully complying with the earnings assignment orders of all employees
and is providing the names of all new employees to the New Hire Registry maintained by the California
Employment Development Department.

Unlawful Denial of Services (Government Code Section 11135)

No person in the State of Californian shall, on the basis of ethnic group identification, religion, age, sex, color, or
disability, be unlawfully denied the benefits of, or be unlawfully subjected to discrimination under, any program or
activity that is funded directly by the state or receives any financial assistance from the state.

With respect to discrimination on the basis of disability, programs and activities subject to subdivision (a) shall meet
the protections and prohibitions contained in Section 202 of the Americans with Disabilities act of 1990 (42 U.S.C.
Sec. 12132), and the federal rules and regulations adopted in implementation thereof, except that if the laws of this
state prescribe stronger protections and prohibitions, the programs and activities subject to subdivision (a) shall be
subject to the stronger protections and prohibitions.

As used in this section, “disability” means any of the following with respect to an individual: (1) a physical or
mental impairment that substantially limits one or more of the major life activities of the individual, (2) a record of
an impairment as described in paragraph (1), or (3) being regarded as having an impairment as described in

paragraph (1).

Computer Software Copyright Compliance

By signing this agreement, the contractor certifies that it has appropriate systems and controls in place to ensure that
state funds will not be used in the performance of this contract for the acquisition, operation or maintenance of
computer software in violation of copyright laws.

Union Organizing and Activities

Contractor by signing this agreement hereby acknowledges the applicability to this agreement of Government Code
Section 16645 through Section 16649.

Contractor will not assist, promote or deter union organizing by employees performing work on a state service
contracting, including a public works contract.

No state funds received under this agreement will be used to assist, promote or deter union organizing.
Contractor will not, for any business conducted under this agreement, use any state property to hold meetings with

employees or supervisors if the purpose of such meetings is to assist, promote or deter union organizing, unless the
state property is equally available to the general public for holding meetings.



If the contractor incurs costs or makes expenditures to assist, promote or deter union organizing, the contractor will
maintain records sufficient to show that no reimbursement from state funds has been sought for these costs. The
contractor shall provide these records to the Attorney General upon request.

Contractor hereby certifies that no request for reimbursement or payment under this agreement will seek
reimbursement for costs incurred to assist, promote or deter union organizing.

III. FACILITIES AND EQUIPMENT

A.

Depreciation and Use Allowance

Taxes, insurance and maintenance may be claimed as part of actual and allowable costs for buildings or building
improvements related to the child development program and equipment necessary for the operation of the program.
Within the limits specified below, depreciation or use allowance may also be claimed. Depreciation shall not be
claimed on land, donated assets or assets purchased with public funds, on any fully depreciated asset or on idle or
excess facilities. A use allowance shall not be claimed on land or assets purchased with contract funds or on assets
for which depreciation has been claimed.

Depreciation is a cost in the current fiscal year based on acquisition costs, less any estimated residual value,
computed on a straight line method from the original date of acquisition (based on the normal, estimated useful life
expectancy of the asset). When depreciation is applied to assets acquired in prior years, the annual charges shall not
exceed the amounts that would have resulted had depreciation been claimed from the date of acquisition.

A use allowance is the alternate method for compensation when depreciation costs are not claimed. The use
allowance for buildings and improvements is computed at an annual rate not to exceed two percent (2%) of
acquisition costs. The use allowance for equipment is computed at an annual rate not to exceed six and two-thirds
percent (6-2/3%) of acquisition costs.

Capital Outlay

Capital outlay expenditures are those that result in the acquisition of or additions to capital assets. Capital outlay
expenditures are subdivided into two categories: (1) sites and improvement of sites; buildings; improvement of
buildings; building fixtures; and services systems; and (2) equipment which includes personal property of a
relatively permanent nature and/or of significant value. (See the California School Accounting Manual for
categorization of various items.) Capital outlay expenditures for category (1) are only reimbursable as depreciation
or use allowance or as provided for under Section III.F, Renovation and Repair.

Equipment Bidding and Approval Requirements

All equipment purchases in excess of seven thousand five hundred dollars ($7,500) per item (including tax) shall be
approved in writing in advance by the CDD. In determining if an equipment purchase exceeds the threshold, all
expenses associated with a purchase that are necessary for it to perform the intended purpose should be included in
calculating the purchase cost. Example: A computer system could include but is not limited to individual items such
as a central processing unit (CPU), computer monitor, computer stand, modems, disk drives, software, printer, etc. or
hardware and software to install a local area network (LAN) system; and

For private agencies, all equipment purchases exceeding five thousand dollars (85,000, including tax) will not be

9



approved unless at least three (3) bids or estimates have been obtained. The contractor shall purchase the goods or
services from the lowest responsible bidder. If three (3) bids or estimates cannot be obtained, the contractor shall
provide adequate documentation of the reason(s) why three (3) bids or estimates could not be obtained (e.g.,
emergency situations). Public agencies shall comply with applicable sections of the Public Contract Code. Bids, if
applicable, shall be attached to the Request for Approval of Capital Outlay Expenditures when submitted to the CDD
for approval. One copy of the Request shall be retained by the CDD and one copy returned to the contractor
approved or disapproved within thirty (30) calendar days of receipt. If the request for approval of an equipment
purchase is disapproved, the contractor may appeal the decision in accordance with instructions specified in Section
X below.

Equipment replacement and lease-purchase agreements are subject to the above requirements. An inventory of all
equipment shall be maintained.

Equipment Inventory

Property records must be maintained that include a description of the equipment, serial number or other
identification number, the source of the equipment, the acquisition date, the cost of the equipment, the location, use
and condition of the equipment and any ultimate disposition date including date of disposal and sale price if
applicable. A physical

inventory of equipment must be taken at least every two years and reconciled with property records. A control
system must be developed to ensure adequate safeguards to prevent loss, damage or theft (any loss, damage or theft
must be investigated) and adequate maintenance procedures must be developed to keep the equipment in good
condition.

Title, Use, Disposition and Retention of Equipment

1. Title. When equipment is purchased with State funds, title shall vest in the contractor only for such period of
time as the contractor has a contract with the CDE.

2. Retention of Equipment. The CDD may provide written authorization for the contractor to retain the
equipment for the contractor's own use if a fair compensation is paid to the State for the State's share of the
cost of the equipment. Fair compensation shall be determined by the State using the State's share of original
acquisition cost, less depreciation, computed on a straight line method over the estimated useful life
expectancy of the equipment.

3. Use. When equipment is purchased in whole or in part with State funds, the contractor shall use the
equipment exclusively in the program(s) from which funds were used to purchase the equipment. If the
contractor wishes to share the use of the equipment between/among two (2) or more programs, the cost of
such equipment shall be prorated between/among the programs.

4. Disposition. If the contractor no longer has a contract with the CDE, the contractor shall dispose of the
equipment in accordance with written directions from the CDD.

Renovation and Repair
Improvement of sites and adjacent grounds is reimbursable if the improvements do not unnecessarily increase the

value (as defined in Section I above) of a facility and the contractor has obtained prior CDD approval for proposed
work for ten thousand dollars ($10,000) or more.
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For private agencies, such proposed work in excess of five thousand dollars ($5,000), unless performed by
contractor's staff, shall have at least three (3) bids or estimates and shall be awarded to the lowest responsible bidder.
Bids, if applicable, shall be submitted by the contractor when requesting CDD approval. If three (3) bids or
estimates cannot be obtained, the contractor shall maintain adequate documentation of the reason(s) why three (3)
bids or estimates could not be obtained as well as the reasonableness of cost in the absence of competition. Public
agencies shall comply with applicable sections of the Public Contract Code.

Proposed work for ten thousand dollars ($10,000) or more shall be submitted for prior written approval to the CDD.
If three (3) bids were not obtained, the contractor shall submit written justification to the CDD at the time approval is
requested. The CDD shall approve or disapprove the request within thirty (3)) calendar days. If the request is
disapproved, the contractor may appeal the decision in accordance with instructions specified in Section X below. If
the work is to be performed through a subcontract, the requirements of Section IV.B through IV.F also apply.

When private agencies submit proposed subcontracts for renovation and repair for approval, evidence shall be
included that the proposed subcontractor has obtained a payment bond in an amount not less than one-half (2) the
amount of the proposed subcontract.

IV. SUBCONTRACTS

A.

Subcontracts Excluded from Requirements of this Section

The following types of relationships are not subject to the requirements contained in Section [V: (1) employment
agreements; (2) facility rental or lease agreements; (3) payment arrangements with providers; (4) medical or dental
service agreements; (5) bookkeeping/auditing agreements, except for Section IV.B; (6) janitorial and
groundskeeping agreements; (7) a subcontract with a public agency; and (8) subcontracts with an individual for less
than ten thousand dollars ($10,000.00), except for Section IV.B.

However, no subcontract shall in any way relieve the contractor of any responsibility for performance under this
contract.

All subcontracts, rental agreements and other contractual arrangements should include a termination for convenience
clause permitting termination of such agreements without cost to the contractor.

Bids for Subcontracts

Private contractors shall obtain at least three (3) bids or estimates for subcontracts that exceed five thousand dollars
($5,000). The subcontract shall be awarded to the lowest responsible bidder. Ifthree (3) bids or estimates cannot be
obtained, the private contractor shall maintain documents in its records that establish the reasons why three (3) bids
or estimates could not be obtained; and (2) the reasonableness of the proposed expenditure without three (3) bids or
estimates. Subcontracts subject to the approval of the CDD shall be rebid at least once every three (3) years or more
often if specified by the CDD in its annual approval of the subcontract. Public agencies shall award subcontracts in
accordance with the Public Contract Code. The contractor shall not split subcontracts to avoid competitive bidding
requirements.

Subcontracts for direct child development services with a private subcontractor are exempt from bidding but not
from advance approval by the CDD if they are for ten thousand dollars ($10,000) or more.
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Subcontracts for auditing and/or bookkeeping services shall be rebid and changed every five (5) years unless
retention of the same auditor is approved by the A&I.

C. Prior Child Development Division Approval

Contractors shall obtain prior written approval from the CDD for subcontracts of ten thousand dollars ($10,000) or
more that are not otherwise excluded from the provisions of Section IV.A above.

Prior to execution of a subcontract and commencement of work, the contractor shall submit two (2) copies of the
proposed subcontract to the CDD for approval, including a proposed line-item budget which shows the costs of the
services to be performed. The budget for a proposed subcontract for renovation and repair shall show the total cost
of labor and the total cost of materials. Bids, if applicable, shall be submitted to the CDD when requesting approval.
If three (3) bids were not obtained, the contractor shall provide written justification when the subcontract is
submitted to the CDD for prior approval. Contractors shall demonstrate that approval of the subcontract is cost
effective to the State. For proposed renovation and repair subcontracts, private agencies shall include documents
showing that the bidder selected by the contractor has obtained a payment bond in an amount not less than one-half
(2) the amount of the proposed subcontract.

One copy of the subcontract will be retained by the CDD and the other copy returned to the contractor approved or
disapproved within thirty (30) calendar days of receipt of all required documents. No reimbursement shall be made
to the contractor or subcontractor for work performed prior to CDD approval. A disapproved contract will include a
statement of the reason(s) for not approving the subcontract. If the request for approval of a subcontract is denied,
the contractor may appeal the decision in accordance with instructions specified in Section X below.

The State does not assume any responsibility for performance of approved subcontracts nor does the State assume
responsibility for any unpaid debt of the contractor resulting from subcontracting liens.

Subcontracts which increase the contractor's cost of performance are nonreimbursable. Subcontracts which contain a
provision for reimbursement for cost-plus-a-percentage-of-costs are nonreimbursable.

D.  Required Subcontract Provisions
Every subcontract shall specify:
1. The dates within which the subcontractor is to perform the contract. The time for subcontractor performance

shall not begin prior to, nor shall the time extend beyond, the time period of the contract between the
contractor and the State.

2. The dollar amount of the subcontract or specify an amount not to exceed a maximum dollar amount.

3. The service(s) to be provided under the subcontract.

4. The responsibilities of each party under the subcontract.

5. That the subcontractor, and the agents and employees of the subcontractor, in the performance of the
subcontract, are acting in an independent capacity and not as officers or employees or agents of the State of
California.
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10.

11.

12.

13.

That modifications of the subcontract shall be in writing, and that for subcontracts in excess of the amount
stated in the annual child development contract, prior written CDD approval is required unless the subcontract
is otherwise exempt from prior CDD approval.

That the subcontract is the complete and exclusive statement of the mutual understanding of the parties and
that the subcontract supersedes and cancels all previous written and oral agreements and communications
relating to the subject matter of the subcontract.

Remedies, in case of a breach of contract, for subcontracts in excess of ten thousand dollars ($10,000).

That the State of California retains title to any equipment or supplies purchased with State funds and that the
equipment shall be returned to the contractor upon termination of the subcontract. The subcontract shall also
specify that the subcontractor shall obtain prior written approval from the contractor and the CDD for any unit
of equipment that costs in excess of seven thousand five hundred dollars ($7,500).

That the subcontractor shall be reimbursed for travel and per diem expenses only at rates that do not exceed
the rates paid to the CDE's represented employees computed in accordance with State Department of
Personnel Administration regulations, Title 2 California Code of Regulations, Subchapter 1.

That the subcontractor agrees to indemnify and hold harmless the State of California, its officers, agents and
employees from any and all claims and losses occurring or resulting to any and all contractors, subcontractors,
materialmen, laborers and any other person, firm or corporation furnishing or supplying work, services,
materials or supplies in connection with the performance of the subcontract, and from any and all claims and
losses occurring or resulting to any person, firm or corporation that may be injured or damaged by the
subcontractor in the performance of the subcontract.

For management and/or direct service subcontracts, the subcontractor shall maintain records for program
review, evaluation, audit and/or other purposes and make the records available to agents of the State for a
period of five (5) years.

The provisions of the "Nondiscrimination Clause" included in the prime contract as specified in Title 2
California Code of Regulations, Chapter 5, Section 8§107.

Recommended Subcontract Provisions

The following items are suggested for inclusion in subcontracts to protect the interests of the contractor:

1.

Funding of the subcontract should be made subject to the appropriation and availability of funds from the
State.

All subcontracts should contain a provision that the subcontractor is liable for any audit exception caused by,
or as a result of, the subcontractor's lack of performance as required by the subcontract.

The subcontract should provide that the subcontractor, its agents and employees, in the performance of the
subcontract, are acting in an independent capacity and not as agents or employees of the contractor.
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4. Unless exempted from CDD approval above, subcontracts for ten thousand dollars ($10,000) or more cannot
become effective and binding on either the prime contractor or the subcontractor until approved in writing by
the CDD, and any work performed by the subcontractor prior to the date of such approval shall not be used as
a claim against the State.

5. The consideration paid to the subcontractor, as provided in the subcontract, should be stated to be the full
compensation for all the subcontractor's expenses incurred in the performance of the subcontract.

Audit Requirements for Subcontracts

Subcontracts for management and/or direct services shall be audited in accordance with CDE Audit Guide. The cost
of the audit shall be reimbursable and shall be borne by the contractor either directly or as an allowance in the
subcontract. The audit of the subcontract shall be submitted to the CDE's A&I along with the contractor's audit as
specified in Sect